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HIS issue contains a brief report 
of the Convention. In my mes- 


sage of welcome in the programme, I 


ed the hope that the expecta- 


mress 


tions of members who attended would 
e amply fulfilled—that they would 
profit from the technical sessions and 


joy the social functions. From the 
ny expressions of satisfaction con- 
pyed to me and to my colleagues on 
+ Convention Executive, I am satis- 
i that members who attended were 
il rewarded and that the various 
vents were in keeping with the 
anding of our great Society. 


> It only remains for me to thank 


the members and friends of the 


3 tiety who contributed to its out- 


landing success. Our first thanks 
extended to the Rt. Hon. R. G. 
vy, Minister of External Affairs, 
opening the Convention and for 
inspiring address at the luncheon 


te hich followed. The organisation of 


Convention is essentially a team 
Many prominent and busy mem- 
s devoted much time to the pre- 
tion of papers, summaries and 
amentaries. To these members 


and others who gave freely of their 


nc wledge and experience, I extend a 
cular expression of appreciation, 

th for the stimulating material 
ey presented and for the able and 
moughtful way in which they led the 
ussions. Other members devoted 

n time to the organisation of the 
Anvention and to the arrangements 
Or the technical sessions and social 
Ogramme. Their valuable assis- 
te was greatly appreciated. To 
Press and financial journals, 


dio and television, also, we extend 
@ur thanks for the generous time and 
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space given to the proceedings of the 
Convention. This enabled the busi- 
ness community generally to benefit 
from the technical work of the 
Society. To the three Rotary Clubs 
and the Accountants’ Club, who ex- 
tended hospitality to members of the 
Society, we also express our thanks. 


Finally, our thanks go to Mr. C. W. 
Andersen (General Registrar) and 
Mr. B. L. Horsley (State Registrar), 
and their respective staffs for their 
excellent work in co-ordinating the 
efforts of the various committees. 


The annual meeting of the Society 
and of the General Council were held 
just prior to the Convention. At the 
former I drew attention to the ex- 
tensive range of activities and ser- 
vices provided for members as re- 
vealed in the annual report. I should 
like to take this opportunity of re- 
peating my thanks to the numerous 


‘members who contributed to this 


work, In addition to the brief record 
of the Convention, this issue contains 
also notes of matters of general in- 
terest arising from the meeting of 
General Council. Here again, we have 
reason to be grateful to the contri- 
butions of so many leaders of the pro- 
fession. The fact that the Society 
is essentially a co-operative organisa- 
tion cannot be too strongly em- 
phasised. That so many members 
devote their efforts to the advance- 
ment of the profession is an assur- 
ance that accountants are accepting 
the challenge of rapid economic 
change and development and that 
they are readily assuming the respon- 
sibilities involved. 


O. H. PATON, 
President. 
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OUR ROLE IN SOUTH-EAST ASIA 


An address delivered by the Right Hon. R. G. Casey, Minister 
of External Affairs, at the luncheon on the opening day of the 


Society’s Convention. 


When I spoke to you before lunch, 
I said that I thought the reason why 
your President had been good enough 
to give me the privilege of opening 
this Convention was because I had 
had some association with Mr. Paton 
and Mr. Andersen, your General 
Registrar, in connection with some 
of your Society’s work in the inter- 
national field. It is in this regard 
that I would like to say something to 
you about some aspects of our inter- 
national affairs which have a re- 
lationship to this Society. 


The world is greatly fragmented 
into individual races and individual 
countries. I suppose that most of us 
here today are British, although 
under the British “umbrella” there 
are people from our Mother country 
the United Kingdom, from Australia, 
and from our sister Dominion, New 
Zealand. I would hope that these sub- 
divisions would never become crystal- 
lised into other than what they are 
—branches of the British race. 


We all know that the last war 
created great havoc. Practically no 
country in the world remained un- 
affected. But I suppose that there is 
no country whose situation was al- 
tered so greatly as Australia’s. 


Before the war, when we in Aus- 
tralia wanted to do business with any 
countries of South and South-East 
Asia, we did business with London 
or Washington or Paris or The 
Hague—as it was one or other of 
these countries that then directed the 
affairs of practically all the countries 
of South and South-East Asia. Now, 


after the war, the situation has com- 
pletely altered. Now, when we want 
to do business with any of the 
countries of South and South-East 
Asia, we do business directly with 
India, Pakistan, Ceylon, Nepal, 
Burma, Indonesia, Thailand, Malaya, 
South Viet Nam, Laos, Cambodia or 
the Philippines. All these countries, 
as a result of the war, now have their 
complete independence, their com- 
plete sovereignty and control over 
their own affairs, domestic and 
international. So, Australia, soon 
after the war, was first faced with 
recognising all these countries; get- 
ting to know them and establishing 
Australian diplomatic posts at their 
capital cities. 


In the years that have followed the 
last war, we have been going through 
the process of getting to know these 
new friends and neighbours of Aus 
tralia. Your President has been kind 
enough to say that I have had some 
little hand in it. I count myself 
extremely fortunate to have had 2 
couple of years of intimate contact 
with a typical part of Asia, in that! 
held a position of some executive 
authority in an area, Bengal, that at 
that time had a_ population of 
65,000,000. Working in and with and 
for them, I like to think that I got 
to know something of the Asial 
scene, something of how peoples 
minds work in Asia. I was pr 
foundly impressed with the low 
standard of living of these 65,000,000 
people, and I tried whilst I wa 
amongst them to do what I could t0 
raise it. 
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The Colombo Plan, if its purpose 
could be described broadly, seeks to 
raise the standard of living of the 
peoples of the countries of South and 
South-East Asia. Sometimes, people 
who don’t happen to know Asia, tend 
to think of South and South-East 
Asia as one homogeneous area. It is 
not that at all. It is composed of 
twelve countries, each with its own 
history, tradition and culture, and in 
many cases its own languages and 
religion. These countries are far 
from being a homogeneous whole; 
they are twelve separate countries, 
each conscious of its autonomy and 
its independence. They are quite 
understandably jealous of their 
independence, and they are deter- 
mined to resist anything that they 
imagine might infringe their 
sovereignty and their independence. 

We have pursued the object of 
getting to know our friends to our 
north and north-west. The senior 


dficers of my Department and my- 
self have spent an appreciable time 


travelling in those countries every 
year. We have Australian diplomatic 
posts in all of them. In fact, rather 
more than half of all our diplomatic 
posts throughout the world, are situ- 
ated in Asia. We are taking this task 
seriously. We want to get into a 
position in which we can say with 
truth that we are in close, confident 
relationship with those countries. 
The Colombo Plan is one of the 
instruments through which we work, 
and I want to refer to it today, be- 
cause it is in that connection that 
your Society comes into this inter- 
national picture. 
_ Now, the task of the Colombo Plan 
ma broad sense is to raise the 
standards of living of the peoples of 
ill those Asian countries. The United 
States of America of course is a 
member of the Colombo Plan, and 
their immense wealth and 
tsources, they contribute a large 
brtion of the total Colombo Plan 
in helping Asia. There are 
our Mother country Great 
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Britain, Canada, New Zealand and 
ourselves, who are what might be 
called the “donor countries”. The 
Colombo Plan aims to help the 
countries of South and South-East 
Asia to help themselves. 


We provide equipment for water 
conservation, irrigation, power 
generation, transportation, radio 
communication and in scores of other 
directions. Our help is by no means 
confined to helping them to provide 
more food for themselves. We aim 
also, and this is by no means the 
least important aspect of it, to help 
them train their young people. The 
training of people might well be 
called increasing of the human capi- 
tal of those countries. This is 
reflected in the fact that today in 
Australia we have something not far 
from 6,000 Asians in training in 
our schools, universities, technical 
colleges, hospitals, State and Federal 
Departments and in private firms. 
Of these 6,000 Asians, something 
over 800 are here under the Colombo 
Plan. They are maintained, trained, 
transported to and from their 
countries, at the expense of the Com- 
monwealth Government under the 
Colombo Plan. I expect you realise 
that before the war it was very 
seldom that we happened to see an 
Asian in an Australian capital city. 
Today, you can’t go down any street 
in any of our capital cities, without 
seeing at least half a dozen of our 
friends from one or another part of 
Asia. The Colombo Plan people came 
first, and in their train came many 
thousands of others who paid for 
their own training here. All this is 
enabling Australians to get to know 
the people from the various Asian 
countries, and is enabling them to 
get to know us. I have never come 
across a case in which an Asian 
student in Australia is not happy 
and satisfied here. 

Now let me say a word to you 
about how you, the Australian 
Society of Accountants, come into 
all this. You come into it, I may say, 
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on your own initiative, on the initia- 
tive of Mr. Paton and Mr. Andersen, 
your General Registrar, on behalf of 
your Society. Your attention was 
directed towards Asia by your belief 
that there was a great demand for 
accountancy training in_ these 
countries of Asia. Mr. Paton and 
Mr. Andersen have been up there, I 
think on two occasions, and they’ve 
made friendly and practical links 
with the people in Hong Kong, Singa- 
pore, Kuala Lumpur and Penang. In 
each of those places, they are help- 
ing by holding accountancy examina- 
tions under which, at this time, some- 
thing like a thousand young Asian 
trainees are taking the accountancy 
examinations of the Society. 

The Society has established an 
accountancy library in each of those 
places. They have their own Aus- 
tralian Society of Accountants 
“Groups” in Hong Kong, Singapore 
and in Kuala Lumpur and I have no 
doubt that this list will be extended. 
Indeed, the efforts of the Society are 
directed towards the creation of an 
institute or association of account- 
ants in as many of the Asian 
countries as possible, so that in due 
course they will be able to hold their 
own examinations. 

There is a great demand for 
accountancy training in these places. 
Apart from visits, which we have 
been very glad to help under the 
Colombo Plan, Mr. Paton and Mr. 
Andersen have been to the first Far 
East Conference of Accountants, held 
in Manila last year. You may be 
glad to hear that this Society is 
organising the second of the confer- 
ences of Asian accountants, here in 
Australia in 1960. This conference 
will bring to Australia representa- 
tives from most of the countries of 
South and South-East Asia. 

A few years ago, if I were asked 
how an accountancy society could 
help the relationship between Aus- 
tralia and the countries of South and 
South-East Asia, I would have been 
unable to answer you. I wouldn’t 
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have known how this particular pro. 
fession could have helped in this 
business of improving international 
relations. But you have shown that 
it can, and you have done it on your 
own initiative. Mr. Paton and Mr, 
Andersen, who came to see me a 
couple of years ago, suggested this as 
a line of activity. It at once attracted 
my attention, and I did what I could 
to encourage them in this effort. 
They pursued it to great advantage, 
and I am very glad to recognise 
publicly the fact that this Australian 
Society of Accountants has added 
appreciably to the many links that 
bind Australia to the free countries 
of South and South-East Asia. We 
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are most grateful to you and I trust dit 
that you will pursue this work. Any- edi 
thing that we can do within reason- ad 
able bounds to help you, we shall be the 
very glad to do. hat 
This business of international rela- sur 
tions is not an easy one. The world of or 
today, as you know, is a troubled and in} 
uneasy place. None of us knows jus 
when we open our morning paper to . 
what new anxiety may be revealed tica 
to us. This is a reflection of the Iv 
uneasy state of the world. In this call 
situation it behoves any individual, an 
and any substantial body of ind- 9 soor 
viduals, such as yours, to do all they HH peo; 
can to help. The business of inter J four 
national relations must of its very @ inte 
nature be largely dealt with by @ bili 
governments, but don’t leave it all to that 
governments. There is something J thes 
that all of you can do, as individuals J was, 
and as a body such as your Au In 
tralian Society of Accountants. to h 
As I have said, something like @ ‘oun 
6,000 Asians are in Australia at this the « 
time. When they first started 0 My: 
arrive, six to seven years ago, of co. 
wasn’t at all sure what sort of we —m ‘ast t 
come they would get from the @ sh 
average Australian in the average @ 8. V 
city, and the average suburb. Yo Nov 
can never forecast how people Drivi} 
another race are going to be r this ] 
in a country that has never had al) organ 
experience of them before. But vel) @ of A, 
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goon any anxiety that I might have 
had, was lifted. I realised in a short 
time and progressively in the years 
that have followed, that there is no 
racial feeling in Australia at all. I 
didn’t know that before, although I 
hoped and prayed that it might be 
so. There is no racial feeling, there 
is no bar to the happy relationship 
of Australians with peoples from any 
Asian countries. 

And this leads me to say this to 
you—there is no inherently superior 
race in the world, no _ inherent 
superiority at all in any race or 
people of any country. Some countries 
are more advanced than others, some 
have developed better economic con- 
ditions, more opportunities for 
education and more opportunities for 
advancement. There are many things 
that less fortunate countries may not 
have, but there is no _ inherent 
superiority, believe me, in any race 
or in any people. One thing I learnt 
inmy two years or so in Bengal, was 
just quite simply that. Before I went 
to Bengal, I had never been, prac- 
tically speaking, to an Asian country. 
I went with what I was pleased to 
callan open mind, which really meant 
an empty mind, but I found very 
soon that I was no better than the 
people with whom I had to deal. I 
found that in what you might call 
intellectual equality and business-like 
ability, and all the other qualities 
that go to make up a human being, 
these people were just as good as I 
was, 

In any endeavour that you make 
to help the peoples of any Asian 
country, I know you won’t fall into 
the error of believing that there is 
any sense of superiority, any feeling 
of condescension behind it; that’s the 
last thing in the world that there is 
or should be. They are the equal of 
us. We are dealing with our equals. 

Now, sir, you have given me the 
brivilege of meeting and talking to 
this large gathering of 700 people, 
organised by the Australian Society 

Accountants, which is now, I 
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think, something well over 20,000 
strong, a body that individually and 
collectively has an important place 
in this Australia of ours. 


You recognise your responsibili- 
ties. I have personal evidence of 
that. You are pursuing all the many 
things that stem from your sense of 
responsibility to the community and 
to your members. You recognise 
that very well through the educa- 
tional activities you are going in for, 
through your advice to governments 
and through your constant efforts to 
keep your membership up to a high 
level of knowledge of your intricate 
profession. 


It is right and proper that there 
should be organised bodies of pro- 
fessional people, in a young progres- 
sive country such as ours. We are 
moving ahead with great rapidity. 
we are going through a period of 
development of our natural re- 
sources, development of business, 
development of the land, develop- 
ment of all human activity at a rate 
that has never been known before in 
Australia, all of which puts a strain 
on your profession. As _ business 
expands so does the profession of 
accountancy need to keep up to the 
mark. 


The profession of accountancy has 
rapidly come up in the world, in the 
last generation. In particular in the 
last ten or fifteen years, more and 
more we are seeing accountants at 
the head of great businesses. You 
belong to a profession of importance 
in Australia and in the world today. 
It is right and proper that you come 
together, at intervals in a great 
gathering such as this, to listen to 
professional addresses, to criticise 
them, to exchange ideas with your 
fellow members in Australia and 
with those from overseas. Your 
profession cannot do other than bene- 
fit by a Convention of this sort, and 
I wish you all good fortune in the 
discussions that are about to open. 


I’ll say no more than that, except 
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to end on the thought that I began 
with. You have projected yourselves 
outside the shores of Australia. You 
have joined in the international 
effort of trying to help professionally 
the peoples of Asia. I hope that you 
won’t stop there—but that you will 
go forward and make the name of 
the Australian Society of Account- 
ants a well-known and _ respected 
name in Asia as it is now in the 


places where you are known. With 
that will come in its train increased 
regard for Australia as a country 
and as a people. If you do that, 
which I’m sure you will, you'll be 
doing more than your part towards 
the aim which we all have—that of 
making Australia’s relationship with 
the free countries of South and 
South-East Asia a firm, confident and 
lasting one for the future. 





Accountancy Treatise Award — 1957 


Congratulations to Mr. S. R. Brown for winning the first award— 


E innovation of an award of a 
gold medal for a meritorious work 
on accountancy is an important 
feature of the Society’s plans to en- 
courage individual members to under- 
take research which will have bene- 
ficial results for the profession. It 
was instituted in the hope also that 
the award would encourage the pro- 
duction of valuable material of Aus- 
tralian origin. As announced in the 
April, 1957, issue of “The Australian 
Accountant”, material published dur- 
ing the five years ended 30 Septem- 
ber, 1957, together with unpublished 
material submitted for consideration 
before that date, would be eligible for 
the first award. A Committee of 
Award comprising Sir Alexander 
Fitzgerald, O.B.E., B.Com., F.A.S.A., 
and Messrs. E. A. Peverill, B.A., 
B.Com., F.A.S.A. and R. K. Yorston, 
B.Com., F.A.S.A., were appointed to 
assess the material submitted to 
them in terms of the conditions of 
award. 


The findings of the Committee, 
which were endorsed by the General 
Council, were— 

(a) That the first award in respect 
of the five years ended 30 Septem- 
ber, 1957, be made to S. R. Brown, 
LL.B., F.A.S.A., Public Accoun- 
tant, New South Wales, for his 
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treatise “Costs and Prices” (pub- 
lished by the Law Book Co, of 
Aust. Pty. Ltd., 1953) ; and 


(b) That the following two works be 
regarded as meritorious contribu- 
tions to Australian accountancy 
literature— 

“Accounting and Action,” by 
R. J. Chambers, B.Ec., A.A.S.A, 
A.C.A.A., Associate Professor of 
Accounting, University of Syé- 
ney (published by the Law Book 
Co. of Aust. Pty. Ltd., 1957) 
and 

‘Direct Costing,” by Austin 
Donnelly, A.A.S.A., A.CAA, 
Public Accountant, Queensland 
(published by Butterworth & Co. 
(Aust.) Ltd., 1956). 


The opportunity was taken at the 
reception held during the Conven- 
tion to announce the findings of the 
Committee and to present Mr. S. B 
Brown with a scroll incorporating the 
citation of the award. In doing %, 
the President, Mr. O. H. Paton, cot- 
gratulated him on achieving the dis- 
tinction of winning the first award 
The gold medal will be struck as 300 
as a Grant of Arms is made to the 
Society. Scrolls were presented als 
to Professor R. J. Chambers and t 
Mr. A. S. Donnelly for their met 
torious contributions. 
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CONVENTION TECHNICAL 
SESSIONS SUMMARISED 


First Session: 


“The Economics of Capital 
Expenditure” 


In our expanding economy profit- 
able fields for investment are con- 
stantly arising, and capital expendi- 
tures on buildings and equipment 
thus continue at a high level; but 
too often decisions to incur capital 
expenditure are made by “rule of 
thumb”. In focusing attention on 
“The Economics of Capital Expendi- 
ture”, the Australian Society of 
Accountants at the Convention 
emphasised that important decisions 
of this kind must be based on 
“informed” judgments rather than 
on “hunches”. “How can we justify 
capital expenditure?” “How should 
we finance it?” “How can the 
expenditure be controlled?” are 
questions being asked of accountants. 


Three papers. on this subject were 
presented. Mr. B. W. B. Ruffels, a 
Melbourne public accountant, dealt 
with the planning of capital expendi- 
ture. He considered that wise 
decisions on capital expenditure 
normally require a careful assess- 
ment of the cost of a project, the 
return from it, the effect on the 
finances of the business, the source of 
finance and the cost of the money to 
be borrowed. 


Methods of assessing the profit- 
ability of a project, or of alternative 
projects were illustrated, and it was 
shown that one of the more popular 
methods such as the “pay-back” 
method was of limited value. A 
comparison was made of two methods 
which are commonly used in U.S.A., 
tamely the “return on average 
investment”, and the “discounted 
cash flow”. The latter was shown to 
be more reliable, but it was empha- 
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sised that any sound method 
required to be based on reliable and 
realistic estimates, with allowance 
for undue optimism. 


The second paper by Mr. G. A. 
Green, senior cost accountant, Indus- 
trial Finance Department of the 
Commonwealth Bank of Australia, 
dealt with the problem of financing 
capital expenditure. Methods of 
financing were shown to provide a 
choice between internal funds (aris- 
ing from retained profits and depre- 
ciation), or external funds which 
offered a number of alternatives 
such as new share issues, or various 
types of borrowing. The choice is 
influenced by the capital structure 
of the company, type of industry, 
type of company, profit history and 
economic conditions. 


Short-term borrowing is not a 
satisfactory way of financing long- 
term assets, and even long-term 
borrowing can be overdone. It was 
shown that a heavily loaded debt 
capital structure operating most 
favourably for the equity holders at 
a certain level of profits could swing 
right against the equity holders if 
there was a substantial drop in 
profits. An overdose of “debt” 
capital thus renders the enterprise 
vulnerable in a period of business 
decline and may precipitate a finan- 
cial crisis. 

“Controlling Capital Expenditure”, 
dealt with by Mr. D. R. Rickard, 
works secretary, Lysaghts Works 
Pty. Ltd. (N.S.W.), in the third 
paper, outlined the sternly practical 
steps which should be undertaken to 
control the authorised expenditure. 
The estimates, budgets and author- 
isations developed in the planning 
stage provided the basis for the con- 
trol of the expenditure. 
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Clear definitions of authority and 
responsibility are of major import- 
ance in this control. It was empha- 
sised that special care must be 
exercised in securing quotations with 
all significant features fully expressed 
in writing. Field control of construc- 
tion operations requires the closest 
collaboration between the _ cost 
accountant and the engineer. All 
departures from the plan should be 
authorised, and actual expenditure 
compared progressively against the 
estimates. Some engineers who have 
been used to lax accounting pro- 
cedures may pale at the controls sug- 
gested. But it was emphasised that 
nothing had been suggested which 
could not be carried out in practice, 
and which had not been found to be 
beneficial in the broad view. 


Commentaries 


Commentaries on the papers were 
presented by Messrs. E. Sorensen, 
finance director and _ treasurer, 


Imperial Chemical Industries of Aus- 


tralia and New Zealand Ltd.; W. 
Kirkhope, a Melbourne public ac- 
countant; and C. R. S. Colyer, general 
manager of The Electricity Trust of 
South Australia. The discussion was 
led by Mr. V. L. Gole, company 
secretary, of Melbourne. 


Mr. Sorensen, in a commentary on 
Mr. Ruffels’ paper, devoted his atten- 
tion particularly to the problems of 
new markets, new products and new 
factory sites. He pointed out the 
need for market surveys to precede 
any move to enlarge production 
capacity. Import restrictions and 
tariff barriers may be significant 
factors in the assessment of future 
potential. 

Mr. Kirkhope, commenting on Mr. 
Green’s paper, highlighted the prob- 
lems of the proprietary company in 
financing new projects, and suggested 
that the undistributed profits tax on 
these companies is a barrier to the 
building up of internal strength, 
while at the same time these com- 
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panies have no access to the money 
market to obtain external finance. 
Mr. Colyer, dealing with Mr. 
Rickard’s paper, believed that a com- 
bination of proper organisation and 
co-ordination and_ efficient super. 
vision on the job outweighs the 
advantages gained from paper con- 
trols, highly important as they are. 


Second Session: 


“Internal Auditing in Australia” 


The growth in size and complexity 
of modern business has produced a 
number of specialists. One of these 
is the internal auditor. 

Mr. J. C. Madders, finance manager 
of the Shell group of companies, in 
one of three papers prepared on this 
subject, compared the development 
of internal auditing in several Aus- 
tralian companies. He showed that 
whereas the external auditor is res- 
ponsible to shareholders, the internal 
auditor is responsible to manage 
ment. Internal auditing is a “tool of 
management” for evaluating the 
effectiveness of financial, accounting 
and other controls. 

Mr. Madders saw a possible danger 
that internal auditing, developing 
within a growing organisation, might 
merely occupy the field which exter- 
nal auditing vacates; or perhaps 
develop into a system of internal 
check. It is simpler and cheaper to 
develop means of preventing fraud, 
rather than to indulge in hours of 
document checking to reveal fraud. 


The objectives of internal auditing 
are, in Mr. Madders’ view, to evaluate 
the efficacy of the company’s finat- 
cial system; to examine the degree of 
compliance at all levels with the com- 
pany’s basic policies and rules; and 
to report on the findings and make 
recommendations. 

He emphasised that it is adminis- 
trative complexity and not technical 
complexity or size which gives mse 
to the need for internal auditing. 
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Mr. M. B. Matthews, internal 
auditor of the State Electricity Com- 
mission of Victoria outlined the 
scope and functions of internal audit- 
ing in that organisation, where it 
has been practised since 1923. He 
stressed the importance of this func- 
tion in the S.E.C. where administra- 
tive and technical complexity is com- 
bined in a vast undertaking. 


He pointed out that a governmental 
or semi-governmental instrumental- 
ity or any large business organisa- 
tion presents a fertile field for the 
application of modern internal audit- 
ing techniques as an aid to manage- 
ment. But despite some notable 
exceptions, the practice of internal 
auditing is not well developed in 
government enterprise, although the 
next few years should see important 
developments in this field. 


The third paper in the series, by 
Mr. F. K. Wright, of Victoria dealt 
with statistical sampling for internal 
auditing. He stressed that no method 
of sampling can ensure the discovery 
of every error. Any internal auditor 
who feels it his duty to discover every 
error would therefore have no use 
for statistical sampling. But where 
the internal auditor is primarily con- 
cerned with the question of whether 
accounting work is of acceptable 
quality, statistical sampling tech- 
niques can assist him in forming an 
opinion about its quality, and per- 
ee point to further lines of investi- 
gation. 


Statistical sampling in these cir- 
cumstances is directed towards dis- 
covering conditions which would 
permit fraud, rather than to dis- 
covering fraud. The assumption is 
that frauds are prevented by the 
operation of an effective system of 
internal check. 


The relative methods of acceptance 
sampling and quality control were 
then considered, and the conclusion 
Was reached that quality control is 
more appropriate. Quality control 
seeks to distinguish the “normal” 
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variations for which no specific cause 
can be identified from the “abnorma]”’ 
variations, the cause of which can 
—and should—be discovered. 


Investigation should then be 
directed toward the identification of 
the abnormal factor, and action taken 
to eliminate it. 


Commentaries 


Commentaries on the papers were 
presented by Professor E. Bryan 
Smyth, Professor of Accounting at 
the N.S.W. University of Technology, 
Mr. W. J. Campbell, Auditor-General 
of N.S.W., and Mr. J. R. Ballantyne, 
a Melbourne public accountant. Mr. 
M. A. Hesse, internal auditor of 
General Motors-Holden’s Ltd., acted 
as discussion leader. 


Professor Bryan Smyth, in a com- 
mentary on Mr. Madders’ paper 
stated that any consideration of 
internal auditing requires firstly an 
appreciation of the nature and scope 
of “internal control”. He suggested 
that the term embraces all the con- 
trols, financial and operating, which 
have been established by manage- 
ment to ensure the profitable opera- 


’ tion of the business and the preserva- 


tion of invested capital, while 
“internal check” —a term often con- 
fused with internal control—consists 
mainly of the day-to-day routine 
checks built into the accounting 
system. He regarded “internal 
audit” and “internal check” as parts 
of the wider term “internal control’. 
The extent to which internal auditing 
can assist management is in direct 
proportion to the qualifications, 
ability and status of those who 
exercise the functions of review and 
appraisal. 


Mr. Campbell commented on Mr. 
Matthews’ paper. He stressed that 
there are no fundamental differences 
in the approach to the internal audit 
of a large public company and that 
of the statutory undertakings. Most 
of the large public utilities of N.S.W. 
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have internal audit staffs performing 
similar functions to those in large 
private enterprises. Differences are 
more apparent in the government 
departments, where the _ internal 
audit functions are performed by 
inspectorates, which are most useful 
where the department has extensive 
branch ramifications. ~ 


In a commentary on Mr. Wright’s 
paper, Mr. J. R. Ballantyne pointed 
out that while it is recognised by 
auditors that judgment-based 
samples used in test checking should 
be representative of the whole series 
of items from which they are drawn, 
it is certain that the methods of 
sample selection now in use would 
fail in most cases to stand up to close 
scrutiny under statistical-sampling 
philosophy. Mr. Ballantyne then out- 
lined a number of steps which might 
be taken to improve sampling by 
auditors and suggested further 
research in this field. 


Third Session: 


“The Annual Report as a Source of 
Information” 


Although the annual reports of ‘ 


Public Companies are primarily the 
reports of directors to shareholders, 
many others besides the existing 
shareholders are interested in the 
information which they contain. In 
the third technical session repre- 
sentatives of the various interests 
were brought together for public dis- 
cussion of “The Annual Report and 
Accounts as a Source of Information”’. 
Discussion was led by Mr. R. K. 
Yorston, a Sydney public accountant 
and well-known author of several 
books dealing with company matters. 
The panel consisted of :— 


Mr. E. S. Owens, a Sydney public 
accountant; Dr. A. R. Hall, an 
economist from the Australian 
National University at Canberra; Mr. 
H. McE. Scambler, deputy general 
manager, English, Scottish and Aus- 
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tralian Bank Ltd.; Mr. F. E. Stahl, 
investment manager, A.M.P. Society; 
Mr. E. A. Burley, secretary ani 
director, Berlei Ltd.; Mr. J. A, 
Keenan, secretary, Pope Products 
Ltd., and Mr. R. A. McInnes, a 
Queensland sharebroker. 


Papers were presented by four 
members of the panel for the purpose 
of showing the kind of information 
sought by the various groups. Mr. 
E. S. Owens considered the position 
of shareholders and employees, while 
Dr. Hall and Messrs. Scambler and 
Stahl presented wiewpoints of a 
economist, a banker, and an institu- 
tional investor respectively. While 
each had different reasons for seek- 
ing information, each sought sub- 
stantially the same information. 


With minor variations all required a 
full and fair disclosure of the finan- 
cial affairs of companies and con- 
sistency in the method of preparing 
the information. 


Mr. Owens’ theme was that a 
annual report should carry on from 


where the prospectus left off. An 
annual report is a source of informa 
tion and it is almost a confidence 
trick to use a superior type of docu- 
ment when appealing for funds and 
to issue less informative annual 
progress reports. It is sometimes 
claimed that an informative and well 
dressed annual report is costly and 
that shareholders would prefer an 
increased dividend rather than such 
a report, but this argument can be 
raised towards many expenses 
incurred by management such 4 
advertising or the use of cars for 
directors. 

Mr. Owens viewed the annual 
report as a means of communication 
to employees also, but Mr. Burley 
considered it to be of little signifi 
ance to employees, and doubted 
whether it could be a major vehicle of 
communication to shareholders 4 
well as employees. 

Economists, said Dr. Hall, find 
most of their needs catered for 2 
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the best accounts currently being 
produced but the majority still fall 
short of the economists’ require- 
ments. 


Economists are interested in the 
flow of resources into particular uses 
and in the corresponding financial 
fow and in the efficiency with which 
these flows are allocated between 
competing demands for them. They 
are also concerned with the flows of 
income to the various factors of pro- 
duction—their size, their relative 
distribution and the influences on 


their size and distribution. Dr. Hall 


would like to see company accounts 
presented in such a way that they 
could be re-arranged, and made com- 
parable to the national income esti- 
mates. 


Mr. Keenan believed Dr. Hall’s plea 
for uniformity based on the best 
practice was difficult to achieve. 
Accountants must first agree on the 
best practice, but have a duty to 
resolve these differences without 
delay. 

Dr, Hall showed how information 
on ownership could be better supplied 
by companies which now publish 
such information, and thus be of more 
use to economists. 


Mr. Scambler suggested the main 
use of annual reports to bankers is 
in connection with advances to 
customers. The last thing a banker 
wants to do is to have to fall back 
upon his security. The special posi- 
tion of bankers, like other lenders of 
money, frequently justified the 
obtaining of more information than 
is included in an annual report. 


Mr. Scambler suggested that direc- 
tors should make some statement in 
their reports about the degree and 
lature of insurance in respect of 
assets and loss of profits. He also 
considered an overdraft greater than 
the limit allowed a company (caused 
by withholding cheques for pay- 
ment), should not be disclosed in an 
annual report. 
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The special matters a banker 
looked for in an annual report were 
listed by Mr. Scambler as follows: 
quality of the management; the 
main products or activities; up-to- 
date audited position and results; 
earning capacity and _ prospects; 
expansion and other plans, and how 
they are to be financed. The banker 
is definitely interested in the indi- 
vidual financial position of subsidiary 
companies. 


Mr. Stahl stated that institutional 
investors such as life assurance and 
general insurance companies are 
long-term investors. In this respect 
they differ from the banks which are 
mainly concerned with short-term 
investments. 


The data required by institutional 
investors from annual reports fall 
under three main headings: the 
stability of the company ; the security 
of the investment and the ability of 
the company to service the invest- 
ment. The latter is the most import- 
ant of the three. 


Mr, McInnes pointed out a differ- 
ence in the suggestions of Messrs. 
Scambler and Stahl with reference 
to holding companies: Mr. Stahl 
asked for consolidated accounts with 
a list of subsidiaries showing types 
of operations and trade names of 
products. Mr. Scambler asked for 
separate accounts for each subsidiary 
so that assets and liabilities of each 
legal entity could be identified. Mr. 
McInnes would like to see in holding 
company accounts, a disclosure of 
the percentage of issued capital held 
in each subsidiary rather than just 
“shares in subsidiaries—at cost”. 


As expected the valuation of stock 
was referred to by most writers. Dr. 
Hall wanted the methods employed 
in valuing stocks disclosed. Mr. 
Burley questioned the relevance of a 
replacement value based on quota- 
tions in the United States if one had 
but a slim chance of obtaining an 
import licence, while Mr. Owens 
asserted that there was no substitute 













for “cost, market selling price or 
replacement cost whichever is the 
lowest”. Mr. Scambler thought it 
hard to form a worthwhile opinion 
of stock if the turnover figure was 
not disclosed and indicated that 
bankers by agreement with directors 
may arrange for an independent 
qualified accountant to investigate 
the worth of the stock, or perhaps 
obtain a report from an outside 
expert in the kind of business con- 
cerned. Mr. Stahl] mentioned that the 
investor is dependent upon the 
auditor for the valuation of stock 
and if the auditor’s report is unquali- 
fied it is assumed not only that the 
figures as published were correct, 
but that the bases of valuation 
adopted were reasonable and that 
some physical check had been made 
to establish the actual existence of 
stocks and plant. Mr. McInnes placed 
the minimum reliance upon an audit 
certificate which merely accepted the 
certificate of an officer of the com- 
pany for stock on hand. He appreci- 
ated the certificate which stated the 
methods had been examined and the 
procedures tested and which ex- 
pressed the opinion that such 
methods and procedures were in 
accordance with good accounting 
practice. 


On the disclosure of the turnover 
figure in annual reports, Mr. Scambler 
indicated that the banker wanted to 
know the turnover year by year and 
also a dissection thereof. Mr. Stahl 
even wondered if a trading account 
itself and market valuation of stocks 
should not be included in the report. 
Mr. McInnes had some fears that dis- 
closure of turnover may assist com- 
petitors but was encouraged by the 
fact that companies who had intro- 
duced this disclosure had not aban- 
doned it. Dr. Hall stated that no 
adequate interpretation of move- 
ments in the balance sheet and, more 
particularly, in the profit and loss 
account was possible unless informa- 
tion was also published about the 
size of turnover and its composition. 
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It was not enough that this informa- 
tion be given in graphical or diagram. 
matic form. Mr. Owens felt that 
much could be achieved in improving 
an annual report without this dis. 
closure. On the question of the 
analysis of turnover into components 
Mr. Keenan stated that so far as 
Australia was concerned this prac- 
tice sprang largely from a desire to 
impress upon shareholders and more 
particularly upon the Government 
that the share of total company 
revenue extracted as taxes (direct 


-and otherwise) was in excess of the 


return to those who risked their 
savings in the enterprise. At the 
same time it helped to dampen down 
complaints by the consuming public 
that prices were too high and by 
organised labour that its members 
were not receiving their just share. 


All agreed that in the detailed 
presentation of the financial affairs 
in the annual report there should be 
adequate separation of individual 
items in both the profit and loss 
account and balance sheet. Dr. Hall 
wanted to see separately the amount 
of interest, staff superannuation 
schemes, investments divided into 
government securities, listed and 
unlisted securities, planned invest- 
ment expenditure. Mr. Scambler 
looked for anticipated expenditure on 
buildings and plant and how these 
were to be financed. 


Fourth Session: 
“Influences Shaping Accounting” 


This century has witnessed a rapid 
development of accounting, both in 
theory and practice. Accounting has 
had to progress in order to keep pace 
with industrial and commercial 
development. 


Papers presented at the fourth 
technical session examined three 


influences on accounting; taxation, 
law, and economic forces. 
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In the first of the three papers, 
Mr. N. F. Stevens, a Sydney public 
accountant, in a paper entitled “The 
Influence of Taxation” stated that 
over the last thirty or forty years 
taxation has grown to be a most 
important aspect of the work of 
accountants. In this sense, at least, 
taxation has shaped accounting, by 
its influence on the work of account- 
ants. But it appears to have had a 
limited influence on _ accounting 
thought. There is a discord between 
the taxation concept of income and 
the accounting concept of net profit. 
The basis of ascertaining income for 
taxation purposes rests upon the now 
largely outmoded accounting distinc- 
tion between capital and revenue. 
This fact has little influence on 
modern accounting thought which 
does not make any sharp division of 
expenditure into capital and revenue, 
but is more inclined to regard all 
expenditure as cost. 


But accounting practice is_ in- 
fluenced to some extent by these 
differences. In the case of private 
companies, it is possible for differ- 
ences between accounting net profits 
and taxable income to give rise to 
liability for further tax if the 
accounting method is followed. As a 
result, the strict accounting practice 
is not always followed for this reason. 
There are other cases too, where 
there is an unwillingness to depart, 
for accounting purposes, from the 
taxation basis. Thus in Australia 
there has been little or no departure 
from a basis of stock valuation which 
is acceptable for taxation purposes. 


_ Directing his attention to the 
influence of law, Mr. L. C. Voumard, 
senior lecturer in law at the Royal 
Melbourne Technical College, con- 
sidered a number of legal influences. 
Bankruptcy law, in the latter part of 
the 19th century contributed much to 
the development of the profession 
through the legal demands for 
accounting statements which would 
stand up to rigorous examination. 
The law relating to wills, trusts, exe- 
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cutors and trustees also has had an 
important influence on the develop- 
ment of the accountant’s work. In 
this case the law established the rules 
and the accountant had to conform. 


The law determines when the 
property in goods passes from buyer 
to seller. This bears heavily on the 
point at which income is taken to 
account. 


The fact that accountants are 
liable for professional negligence is 
yet another influence on professional 
conduct. Company law has influenced 
accounting in several ways. The 
legal requirement that invested 
capital be preserved intact, and that 
dividends be paid only out of profits, 
has highlighted the importance of 
the proper determination of profit. 
The law left the accounting profes- 
sion to devise its own answer here. 


Another influence was the pro- 
vision for compulsory audit of com- 
pany accounts and the statutory 
requirements relating to the annual 
balance sheet and profit and loss 
accounts, which helped initially to 
develop accounting standards. The 
modern trend however is for legisla- 
tion on the form and content of pub- 
lished statements to be influenced by 
accountants. 


Mr. L. Goldberg (now Professor of 
Accounting in the University of Mel- 
bourne) in his paper on “The 
Influence of Economic Forces on 
Accounting” pointed to the need for 
accountants to be aware of the 
economic forces. operating in the 
current environment, and he regarded 
his paper as an introduction to the 
study of those forces, which, like 
accounting practice itself, are ex- 
tremely complex. 


Economic forces which are ex- 
pressed partly in law and taxation, 
influence accounting practice. Ac- 
counting also has some reciprocal 
influence on economic forces. 


With the medieval commercial 
revolution, and the resulting increase 
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in trade, the development of partner- 
ship and the growth of credit, 
accounting became of necessity, 
centred on the problem of the deter- 
mination of profit, the solution of 
which became indispensable for suc- 
cessful business operation. 


But the main features of commer- 
cial activity remained unchanged 
until the onset of the industrial 
revolution of the 18th century. The 
central characteristic of the indus- 
trial revolution is the machine and 
from this fact arise most current 
accounting problems, particularly 
those associated with cost account- 
ing, joint cost, overhead expenses. 
Not till near the end of the 19th 
century did a cost accounting litera- 
ture begin to develop. 


The development of cost account- 
ing techniques is attributed by one 
authority to the increasing scale and 
complexity of business and the result- 
ing administrative problems. The 
development of these techniques 
received a great stimulus during the 
period of the depression and the two 
world wars. 


Mr. Goldberg went on to discuss 
such features of modern organisa- 
tion as the limited liability company 
and its later “problem child” the 
holding company. The results of the 
adoption of the company devices for 
the organisation of business have 
been the diffusion of ownership and 
the divorce of management from 
ownership. These developments have 
placed increasing responsibilities on 
the accountant. 


He next referred to “Return to the 
Welfare State”, making some inter- 
esting comparisons between the prob- 
lems of Tudor England and those of 
the present day. He mentioned 
aspects of accounting which owe their 
origin and development to this and 
other phases of the economic environ- 
ment of today. 


Finally, he stressed the fact that 
accounting practices have in general 


been adapted to the requirement of 
economic conditions. With these in 
mind it should become possible to 
forecast the direction in which 
accounting will have to move and to 
discover practices originally justified, 
but not appropriate to the altered 
environment of today. He claimed 
that the accountant has a positive 
part in the modern economy, and 
instanced the control of large scale 
operations, which, he said, would 
scarcely be practicable and certainly 
not effective if it had not been for 
the development of accounting tech- 
niques of reporting and interpreting 
day-to-day and week-to-week activi- 
ties. 


Commentaries 


Professor Chambers. did not 
entirely agree with Professor Gold- 
berg’s explanation of the influence 
of economic forces. He considers that 
all developments in uccounting have 
arisen from a combination of several 
factors. Thus the notion of conserva- 
tism and its expression in the form 
of secret reserves arose through the 
combination of a number of factors. 
This particular combination has now 
broken up and the practice of creat- 
ing secret reserves has therefore 
fallen into disfavour. 


Commenting on Mr. Stevens’ paper, 
Mr. Groom stated that legislation is 
slow to realise the necessity for a 
rational outlook on taxable profits, 
particularly in such matters as 
adequate depreciation of fixed assets 
and provision for future expenditure 
such as long service leave. 


Mr. Baur, while agreeing with 
much of Mr. Voumards’ paper, 
regretted the omission of other 
important legal matters which affect 
the working and thinking of the 
accountant, such as laws relating to 
partnership insurance, bills 
exchange, contracts, etc. He claimed 


that in each case accounting pril- 
ciples or procedures are involved. 
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THE 
VALIDITY OF | 
SHORT-TERM PROFIT STATEMENTS 


Although most of the matters 
relating to the form and content of 
this paper have the approval of all 
members of the sub-committee which 
prepared the paper, some points 
have been arrived at only by a 
majority decision. 


The subject has been studied under 
the following headings :— 


1. Short-term Profit Statements. 
(a) A Definition. 

(b) Primary functions. 

. Why is the Validity of Short- 
term Profit Statements ques- 
tioned? 

. Critical Items in Short-term 
Profit Statements. 


. Preparation and Form. 
. Non-formal Considerations. 


Short-Term Profit Statements 


(a) A DEFINITION: A short-term 
profit statement is a statement of the 
accounting profit of an enterprise for 
4 period less than the recognised 
formal accounting period, generally 
oe year, 


The term “accounting profit” in 
this instance is the profit of a busi- 
less undertaking determined in 
“cordance with conventional and 
generally accepted accounting stan- 

» and does not necessarily 
cord with the concepts of profit 
td income as contemplated by 
tconomists. 
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'HIS paper is the result of a study 

made by a group of Tasmanian 
Division members of the Australian 
Society of Accountants comprising 
Messrs. D. W. Tapping (convenor), 
E. A. Smith, A. L. Farrell, L. A. 
Dunn, W. Nichols, V. A. Benjafield, 
G. M. A. Alcock, A. H. Braby and A. 
C. Wallace 


(b) PRIMARY FUNCTIONS: The 
primary function of short-term profit 
statements is to aid management. By 
their nature as interim reports, they 
permit management to be aware of 
business results part way through an 
accounting period and. thus enable 
consideration of policy changes (or 
confirm the soundness of current 
policy) much earlier than would be 
possible under a system of annual 
profit assessment. The disadvantages 
arising from the lapse of time before 
the latter statement becomes avail- 
able may thereby be avoided. 


Statements embraced by the defini- 
tion may be prepared at any time or 
for any period, according to the func- 
tion to be served. However, short- 
term profit statements, like other 
financial reports for the help of 
management, are generally prepared 
at regular intervals, usually coin- 
ciding with cost or trading periods; 
this practice facilitates assembly of 
figures (or the use of figures 
assembled for other purposes) and 
enables a cause-effect study of the 
operations for the period and to date 
in conjunction with other reports to 
management covering the same 
period. 


Why is the Validity of Short-Term 
Profit Statements Questioned? 
Periodical financial and statistical 

reports to management from within 

an organisation cover a variety of 

matters. It is not uncommon for a 
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short-term profit statement to be 
regarded as a necessary component 
of the regular series of reports if 
management is to be well informed, 
but the validity of such statements 
is not universally accepted. 


There are two main reasons for 
non-acceptance: Firstly, it is claimed 
that as it is impossible to accurately 
forecast or foresee certain business 
influences, a short-term profit state- 
ment will not give a reliable indica- 
tion of the rate of profit accumula- 
tion for the year; Secondly, difficul- 
ties of preparing such statements are 
considered to be so great as to cast 
doubts upon the results being even 
reasonably accurate. 


The first objection is certainly a 
statement of fact, but accurate fore- 
casting is not necessarily a test of 
the statement’s validity. The fact 
that one cannot foresee certain 
influences or estimate correctly the 
magnitude of impending changes 
should not be regarded as affecting 
the validity of a statement covering 
the period prior to those factors and 
influences becoming known or defi- 
nite. Results apparent in such a 
statement would be of use to manage- 
ment in considering the effect of the 
changed conditions and in deciding 
whether or not policy alterations 
should be made to counter that effect. 


The test of validity for any profit 
statement, whether it be for a full 
accounting period or for a shorter 
term, is that it must be well-founded 
and applicabie in the case or circum- 
stances; it must have soundness, and 
value or worth. The term in this 
instance does not relate to being 
valid in law and having legal 
authority or strength. 


As to the second objection, it is 
acknowledged that there are some 
businesses for which such statements 
are impracticable, and it is admitted 
that there are difficulties associated 
with their preparation, although it is 
considered that the difficulties are 





sometimes overstressed. In some 
instances also, lack of appreciation 
of the factors underlying the proper 
preparation of statements and insuf.- 

















































ficient skill in compiling them may 
have resulted in managements being ‘ 
provided with statements which have ‘ 
proved to be misleading and/or . 
irrelevant. In most businesses, how- 3 
ever, by exercising due care, a 
reasonably accurate and useful state. 
ment can be produced. n 
In regard to the measurement of : 
profit generally, it has been stated at 
that profit can be accurately deter- th 
mined only over the entire life span ar 
of a business enterprise. nu 
Sir Alexander Fitzgerald wrote th 
the following under the heading gr 
“Inherent Limitations of Account lik 
ing” in Current Accounting Trends. the 
“The only way in which an abso- ms 
lutely accurate measurement can 
be made of profits (even expressed . 
in terms of changing money ] 
values) is to wait until the enter- exp 
prise ends; and if the enterprise ( 
never ends, there can never be as | 
exact measurement”. the 
Expressed in its simplest form, a are 
statement of accounting profit is et 
based upon the equation: revenue, of 
minus costs and expenses, equals ™ /atei 
profit. of t 
The determination of accounting Ba: 
profit for any period‘less than the mair 
entire life span of the enterprise is ayn 
primarily an accounting process of ment 
matching the revenue arising in that twee 
period with the costs, expenses (and of pe 
losses) incurred in order to derive tain: 
that revenue. While some parts of Hig 
statements develop under this MF ji), 
process are based on verifiable fact. suffic 
others depend on estimates and may cant | 
involve personal opinion. of h 
Because they are interim profit I expen 
reports, short-term profit statements HH prepa 
are expected to disclose results proble 
will give an indication of the account I techn; 
ing profit which may be expe (ec) 
from the full period’s operatiom & a “, 
The Australian Accountant, June, 1%! HE The 4, 





Therefore, for the present purposes 
it is assumed that the full period’s 
figure has the quality of validity, 
and a study can be made of the 

lems which arise in compiling 
short-term profit statements which 
are valid as compared with the con- 
ventional annual profit and _ loss 
accounts. 


Such statements are historical in 
nature, and like annual profit state- 
ments are fundamentally attempts to 
measure the result of transactions 
and events which have occurred in 
that period. As compared with an 
annual assessment, however, a larger 
number of estimates must be made, 
therefore the chance of error is 
greater and the effect of errors of 
like amount is more pronounced. In 
the short term, the matching problem 
mainly arises in the problem of 
identifying costs and expenses with 
the period elapsed. 


For this purpose such costs and 
expenses may be classified as follows: 

(a) Items of direct expense such 
as wages paid within and relating to 
the period, in respect to which there 
are no problems of cost allocation 
between periods, although the aspect 
of inventory valuation (discussed 
later) may involve a consideration 
of these items. 

(b) Items in respect to which the 
problems of cost apportionment are 
mainly technical. Examples are pre- 
payments and accruals. Prepay- 
ments can be readily allocated be- 
tween periods, because both the dates 
of payment and the amounts are cer- 
tain; particulars of all accruals may 
tot be definite, but there should be 
little difficulty in making estimates 
sufficiently accurate to avoid signifi- 
tant error. Where there is a variety 
of headings for segregation of 
expenditures, and a large number of 
Drepayments and accruals, there are 
problems, but they are problems of 

ique and not of principle. 

(c) Items which may be designated 
’ “critical” in the composition of 
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the statements and the striking of the 
amount of profit. The resolving of 
these items to a satisfactory degree 
is essential to the validity of the 
statements. Such items are reviewed 
under the next heading. 

The revenue figures must also be 
checked to ensure that they conform 
to the matching principle. 


Critical Items in Short-Term Profit 

Statements 

(a) DEPRECIATION: This is 
the allocation of the cost of a fixed 
asset over its effective useful work- 
ing life. The cost is the original out- 
lay on the asset, less estimated resi- 
dual value at disposal (if any). The 
periodic charge for depreciation, as 
far as is practicable, should be made 
in accordance with the matching 
principle. Depreciation, in this sense, 
being a matter of cost allocation, is 
not related to the problems of plant 
replacement. 

The problem, so far as short-term 
profit statements are concerned, is 
to ensure that a sufficient proportion 
of the year’s depreciation charge is 
included in the period under examin- 
ation. Particular attention needs to 
be paid in cases where depreciation 
is charged on any basis other than 
elapsed time, as there is a possibility 
that over or under absorption will 
occur as a result of, for example, in- 
correct forecasting of production or 
usage of an asset. 


(b) INVENTORY VALUATION: 
It is outside the scope of this paper 
to review various bases which may 
be used, but it is desired to stress 
the importance of competent hand- 
ling of this item to ensure the 
validity of the statement. 

Caution must be exercised in those 
instances where there are substan- 
tial stocks of raw materials held, 
partly manufactured products, or 
goods for resale, and where such 
materials, products, or goods are 
subject to variations in value arising 
from conditions outside the control 
of the business enterprise. 
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The accountant preparing the 
short-term profit statement must be 
satisfied with the valuation basis of 
the stocks of materials, products, or 
goods. 

The loss (if any) in value between 
the purchase price or manufacturing 
cost or (in the case of goods on 
hand at the commencement of the 
fiscal period) the value at which 
they were brought into account, and 
the value at the end of the period, 
should be derived and incorporated, 
separately, in the statement. 

(c) NON-RECURRING GAINS 
AND LOSSES: These items, when 
occurring, should be included but 
stated separately to avoid the possi- 
bility of misinterpretation and in 
this way the validity of short-term 
profit statements is preserved. 


Preparation and Form 

As the short term statements are 
prepared as an aid to management, 
which may not be conversant with 
accounting procedures, a formal 
style is not observed in their pre- 
paration, although the figures used 
are based upon those in the books 
of account. 

Liabilities for expenses incurred, 
but in respect of which accounts 
have not been received, must be 
brought into account, and for this 
purpose a set of provision accounts 
is frequently established as a matter 
of expediency. Prepayments also 
require special accounting treatment 
so that the period bears only the 
relevant expense. 

Where it is the practice to absorb 
fixed charges at a predetermined 
rate according to production or sales, 
then if production or sales are 
affected by unseasonal conditions or 
unforeseen variations in seasonal con- 
ditions, care should be taken to bring 
into account in the statement any 
over- or  under-absorbed fixed 
charges. In doing this it must be 
borne in mind that one test of the 
validity of statements is whether 
the sum of the periodic short-term 


272 


profits equals the accounting profit 
computed for the full accounting 


od. 

When setting out the statement, 
vertical listing (columnar style) is 
generally observed. 

A widely adopted practice is to 
commence short-term profit state 
ments by stating the amount of 
sales, and the degree of analyses 
accompanying the statement depends 
on the requirements of management 
or the methods of reporting sales and 
costs in the business concerned. 

The cost of sales is then stated, 
or determined in the statement, and 
deducted from the amount of sales 
to ascertain: the gross (or, in some 
instances, the manufacturing) profit. 
Administrative, selling and distribv- 
tion cost is then deducted to ascer- 
tain the net profit. 

Provision for taxation and other 
special provisions such as cost of 
plant replacement, are then deducted 
to show the profits available for 
shareholders and adding to reserves. 

Where standard cost systems are 
in operation, the variances are taken 
into consideration in the statement 
so that the actual profit (or loss) 
figures are derived. 

A frequent practice is to show, in 
the short-term profit statements, 
not only the figures for the period 
under review but also the progres 
sive figures for the financial year 
including the period under review. 
This has the effect of improving the 
validity of the short-term statement 
as the year proceeds, as_ incorrect 
estimates occurring in earlier periods 
may be subsequently adjusted. 

It is also a frequent practice t 
provide comparisons, both for the 
period’s figures and for the progres 
sive figures, with the budget est 
mates and with the figures for the 
previous financial year. 


Non-Formal Considerations 


In any review of profit, it 8 
essential that the results should bk 
available quickly after the close of 
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the period to which the figures 
relate, and usually the objective is 
to assemble all profit data reason- 
ably promptly, following the month 
reported upon. 

Short-term statements are usually 
accompanied by explanations of 
variations apparent between budget 
and actual figures, and between cur- 
rent and past figures. 


Supplementary statements are also 
provided for management to convey 
important relevant financial and 
statistical information. 


Skill in presentation is most desir- 
able but it is ornamental and facili- 
tating only; it should not be exer- 
cised to give a false sense of 
accuracy in the results derived—an 
essential requirement for validity is 
the basic soundness of the amounts 
included in the statement. 


Finally, it is most important that 
the person or persons for whom the 


‘ statement is prepared knows and 


understands what has and what has 
not been included in arriving at the 
result reported. 


— w& — 


BOOK REVIEW 


Joske’s Law of Partnership in Aus- 
tralia and New Zealand, by P. E. 
Joske, M.A., LL.M., Q.C. (Butter- 
worth & Co. (Aust.) Ltd.) pp. 
xxii, 1-106, and _ index, pp. 
107-114). 


This volume is No. 17 in the pub- 
lisher’s Tax and Commercial Series. 
Init, Mr. Joske has brought together, 
in a concise, and readable form, the 
provisions of the codified law of 
partnership in the several Australian 
States and in New Zealand. In doing 
0 he has, if one might say so with 
respect, performed a task for which 
those members of the legal and 
accounting professions who have 
anything to do with partnerships 
ought to be grateful. Too often one 
finds that it is not particularly easy 
to get the answer to various points 
rating to this form of business 
organisation, largely because of the 
relative scarcity of readily available 
reference books. This volume, how- 
eer, should admirably fill the gap 

een the necessarily restricted 
treatment given to partnership law 
a single chapter of a text book on 
cmmercial law, on the one hand, 
and the full treatment given in the 
lading texts on the subject, on the 
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Mr. Joske has not confined him- 
self, however, to the provisions of the 
Partnership Acts. The greater part 
of the book, it is true, does consist of 
a discussion of the elements of part- 
nership, the relations of partners to 
each other and to people dealing with 
them, the question of legal proceed- 
ings by and against partners, retire- 
ment from partnership, and dissolu- 
tion of partnership—but there are 
three other chapters which add to 
the value of the book. There is one 
on business names, pointing out the 
several ways in which this problem 
affects partnerships (a matter some- 
times overlooked) ; the more import- 
ant of the bankruptcy rules affecting 
petitions and bankruptcy proceedings 
relating to partners and partnerships 
are set out in a second; and a third 
deals shortly with the position of 
partnerships and partners in relation 
to taxation. 

All these matters are dealt with 
clearly—although there is no sacri- 
fice of accuracy for brevity—and the 
statutory rules are explained and 
illustrated by reference to decided 
cases. The result is a book on part- 
nership law which should be of 
great utility to those whose practices 
involve them in dealings with part- 
nerships. 

L. C. VOUMARD. 
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BUDGETING AS A 
FARM MANAGEMENT AID 


By R. E. GALLAGHER, B.EC., DIP.ED., A.A.S.A. (PROV.) 


CCOUNTANTS are well aware 
of the purposes and uses of 
the various budgets to a manufactur- 
ing business, of how management 
has come to regard them as an essen- 
tial medium of control. However, 
few accountants in rural areas have 
ever tried to “sell” the farm budget 
to the primary producer. The result 
has been that the apostles of the 
farm budget are the agricultural 
economists of the various State de- 
partments of agriculture, who have 
time to do no more than tell the 
farmers how useful budgets are and 
how to go about using them. 


If the use of the budget is to be- 
come an integral part of farm plan- 
ning, it is the rural accountants who 
must take up the work. They are 
in an excellent position to give con- 
tinuous help and advice because of 
their accounting and financial know- 
ledge. To the average farmer the 
preparation of budgets is a formid- 
able task. Many farmers in fact 
either have never heard of budgeting 
or have only a vague idea of it. Ac- 
countants must awaken them to the 
benefits to be obtained from its use. 


Certain problems arise in agricul- 
ture which make budgeting rather 
more difficult than in other indus- 
tries. They are: 


1. Dependence on the weather. The 
farmer’s work is not the only factor 
in crop raising. Drought, flood, fire, 
frosts or ideal conditions of weather 
and rainfall, affect anticipated yield. 


2. Variations in prices received. 
Due to the changes in yields which 
occur, shortages and gluts are created 
with resultant rises and falls in 
prices received by farmers. This 
has been offset to some extent by 
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the formation of boards, equalisa- 
tion schemes, etc., which serve to 
ameliorate the position but do not 
overcome it entirely because of our 
dependence on overseas markets 
which cannot be controlled by local 
bodies. 

3. There are frequently joint or 
allied products, e.g. mutton and skins, 
— of which may move differen- 
tially. 


4. Most products are perishable or 
seasonal and must be sold quickly 
on markets when current prices may 
be low. Even with products such 
as wool which can be kept, most far- 
mers cannot afford to wait for the 
market to improve. 


It therefore behoves the farmer 
and accountant to act according to 
the canon of conservatism in the 
budgets, in general tending to under- 
estimate physical outputs and prices 
received and to over-estimate costs, 
so that the picture of anticipated re- 
sults shown by the budget, reveals 
the worst that could happen. 


In the actual preparation of the 
budgets the physical budget will 
come first. This may be done at 
any time and may cover any period. 
It is best done between harvesting 
or shearing and preparation for the 
following season, as this is usually 
the best time to plan ahead. It has 
the advantage, too, of dispersing the 
accountant’s work as it will be re 
quired infrequently, when he is busy 
with income tax returns. This raises 
the question of whether it is ul 
desirable to have a budget period 
distinct from the income per! 
Where mixed farming is carried 02 
the cycle of the main farm enter 
prise may determine the budget 
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period. The time covered will nor- 
mally be one year, but if a long-range 
plan (e.g. improved pastures) is 
being undertaken, a budget for the 
fnal year might be prepared, fol- 
lowed by one for each of the inter- 
vening years to show how the plan 
is anticipated to advance. 


The physical budget for the period 
will show all the inputs—seed, fod- 
der, fertiliser, sheep, cattle, etc.— 
which it is expected to buy, produce 
or sell. Any capital equipment, im- 
provements, contract work, addi- 
tional permanent or casual labour, 
the size and location of paddocks to 
be worked, must also be reckoned. 
Here, of course, the accountant is 
entirely in the hands of the farmer 
uless he is also somewhat of a 
farming enthusiast himself. His aid 
to the farmer at this stage is mainly 
to record and marshal all the rele- 
vant physical inputs and outputs. 
The farmer who knows his property 
should be able to give good conserva- 
tive estimates. 


The form in which the physical 
budget is drawn up does not really 
matter—the important thing is to 
encourage the farmer to use a bud- 
get. A livestock account form could 
be used for livestock, while each 
crop could be listed separately, show- 
ing acreage, seed, fertiliser, lime, 
man-hours, tractor hours, estimated 
production, quantity to be used on 
the farm, sales, etc. Some may pre- 
fer to set out the budget on a calen- 
dar basis so that it becomes also a 
guide for work for the following year 
ad in this way it could easily re- 
sult in the more efficient use of farm 
labour and equipment. 


The financial budget comes next 
and is, of course, the translation of 
the physical inputs and outputs into 

and incomes. This is where 

the accountant is of most value to 
farmer, for he can advise on 
bessible changes in prices and costs 
during the coming year and, more 
mportantly, he readily distinguishes 
een capital and revenue expendi- 
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tures and receipts so that a budgeted 
profit figure can be ascertained. 


The main importance of budgeting 
lies in this last point. Its aim is to 
help in making the farm a more pro- 
fitable business. The budget tech- 
nique is especially useful when a 
farmer is contemplating making 
changes in his enterprises or his 
methods. Various budgets could be 
prepared to show the different profits 
which might be expected from differ- 
ent levels or combinations of inputs, 
with the decision in favour of the 
one giving the most profit over the 
longest period of time. 


The cash budget can next be pre- 
pared to show monthly receipts and 
payments. This is especially neces- 
sary in most types of farming be- 
cause total income may be received 
in a small fraction of the year and 
only after various capital and rev- 
enue expenditures have been made 
throughout the year. The necessity 
for and extent of bank accommoda- 
tion for equipment, seed, contract 
work, improvements or the possibil- 
ity of purchasing further assets or 
undertaking improvements from his 
own resources should then be obvious. 
Furthermore bank managers are 
more likely to lend to a farmer who 
has a written plan showing his 
credit needs and the scale of repay- 
ments possible. This budget should 
prevent primary producers saddling 
themselves with commitments that 
may severely depress their standard 
of living for a period of time. 


At the end of the year there is 
then the element of control from the 
comparison of actual and budget 
figures. Any discrepancies will be 
examined and while some may be 
due to weather or price changes, 
others should show the farmer where 
improvement can be effected. 


Finally there is the necessity not 
to regard any budget as fixed. Flexi- 
bility is necessary especially in agri- 
culture where there are sO many 
factors outside the farmer’s control 
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Sheep account of existing enterprise. 
No. —_ é — 


O/stock .. sia 3 1,000 3,000 0 ay een ee 550 
aay anes 
325 


Purchases . x 250 875 Deaths . . 
Nat. Increase .. .. 


1,250 3,875 3,875 














Budgeted sheep account at end of first year. 
No. Value . Value 
O/stock ... 1 ,000 3,000 en pyre: PD «’ 687 
Purchases " (wethers) 200 700 } — 
Purchases (ewes) 300 1,350 é a L 4,143 
Nat. increase . 210 — Los Sigh ite cee —_ 220 


1,710 5,050 ° 5,050 














Budgeted sheep account at end of plan. 
No. Value Value 
O/stock 3,600 10,800 Sales 3,820 
Purchases (rams) 50 1,000 Deaths .. .. - 250 — 
me, increase ... 2,100 — C/stock AN J 9,664 
t 








5,800 13,484 13,484 








The financial budget can then be drawn up. It is done in columnar 


form for convenience. 


Columnar Financial Budget. 
Plan at 


Existing end of Plan 
. Enterprise l1styear completed 
Income £ £ £ 
Sale of wool 2,850 3,185 9,900 
Less Loss on sheep a/c. 325 220 oo 
Add Profit on sheep a/c. 1,684 


£2,525 . 11,580 








oe feed 
upplementary fe a a5 — 
Shearing $r2k, 1,200 
Crutching 
Dipping 
——e, 
Drenching 
Sundry expenses and depen. 
Interest 
Depreciation 
Tractors and implements 
Fences .... 
Watering facilities 
Pastures 
Additional buildings and plant 
Repairs 
Tractor and implements 
Fences 
Wages 
Self 1,200 1,200 1,500 
Employees . ; 2,500 


£2,070 2,453 9,90 


A 








Net Profit £455 372 2,090 
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—and there is the possibility that 
no year is normal in weather or 
prices. However the budget is a 
plan of action, thought out and 
written down to enable the farmer 
to have a better prospect of running 
his farm profitably. It also has the 
advantage of enabling comparison to 
be made of actual and budget figures. 
By the intelligent use of a properly 
prepared budget, the accountant can 
aid the farmer to conduct a more 
profitable and efficient business. 


The following is an example of a 
fnancial budget for an existing en- 
terprise, the first year of a new 
plan and after the plan has been 
completed. To set out a complete 
physical budget and cash budget 
would require too much _ space. 
Moreover, the financial budget is 
normally considered to be the most 
important as it is on the estimated 
profit that decisions will mostly turn 
—provided the cash budget shows 
that finance is available. 


Example 

A pastoralist has 1500 acres of 
granite country in the New England 
region carrying 1000 wethers. He 
intends to carry out pasture im- 
provement on 1000 acres doing 100 
acres each year. He estimates he 
can carry three breeding ewes with 
lambs to the acre. Lambing is ex- 
pected to be 70%. 


Wool shorn at present is 30 bales 
which is expected to bring in £95 
per bale next year. In ten years it 
will be valued at £90 per bale and 
he expects to obtain 110 bales. 


At first, it will be necessary to 
buy a small tractor and implements 
for £1000, which will later have to 
be replaced by a larger one for 
2000. Depreciation at 10% per 
ainum; repairs at 5% p.a. 


_ Subdivision fences will cost £300 
m the first year and subsequently 
4 further £1200 will need to be 
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spent. Depreciation, 8% p.a. Re- 
pairs and maintenance, 3% p.a. 


Depreciation, maintenance and re- 
pairs to watering facilities are ex- 
pected to cost £100 p.a. for the 
a four years and £200 p.a. there- 
after. 


Pasture improvement will cost £6 
per acre. Depreciation and main- 
tenance, 20% p.a. 


Additional sheds and _ stands, 
£2200. Depreciation and mainten- 
ance, 5% p.a. 


Costs are expected to rise 10% 


over the ten year period. Other 
costs are listed in the financial bud- 


get. 


The farmer has the following 
points to consider: 

(1) His profit will fall in the first 
year by a small amount (£83) 
and probably stay lower for the 
first few years. 


(2) At the end the improved pas- 


tures would considerably raise 
his profit and would appear to 
be worthwhile — given normal 
years. 


He would have a much more 
valuable property should he 
wish to sell, and, of course, the 
capital gain is tax free. 
Whether he can raise finance to 
cover the additional capital ex- 
penditure on fencing, larger 
tractor, additional buildings and 
equipment, and the rate of re- 
payment required. The cash 
budget would give the extent of 
accommodation required and the 
rate of repayment possible. 


A decision can be arrived at which 
is more likely to be right because all 
the facts and possibilities are re- 
corded and suitable plans evolved. 
Out of this emerges the accountant’s 
budget for the farmer. Here is a 
field in which the rural accountant 
can be of assistance to the farmer 
and to the country as a whole. 
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DECIMALISATION OF CURRENCY 


General Council Adopts Committee's Recommendations 


T its meeting in 1957, General 
Council decided that arrange- 
ments should be made for an exami- 
nation of the attitude the Society 
should adopt towards suggestions 
that a decimal system of - currency 
should be introduced in Australia 
and that the Federal Government 
should be asked to set up a com- 
petent body to make a full public 
inquiry into the matter. The Vic- 
torian Council was asked to under- 
take the task and it appointed a 
special committee for the purpose, 
comprising Mr. E. J. L. Tucker 
(chairman), Dr. H. F. Craig, Messrs. 
H. N. Lord, F. T. Whiteway, L. M. 
Williams and G. World. 


The report of this committee, 
which was submitted with the en- 
dorsement of the Divisional Council, 
was considered at the recent meet- 
ing of General Council, when the 
recommendations of the committee 
were adopted. 

The report and recommendations 
of the committee are set out below: 


Intrinsic Merits of a Decimal System 


During the last two hundred years 
most countries of the world, includ- 
ing a substantial part of the British 
Commonwealth, have adopted deci- 
mal currency systems. The most 
recent change was that of India 
where the new system came into 
operation in April, 1957. Proposals 
for similar reforms in New Zealand 
and South Africa have been received 
sympathetically by the Governments 
of both countries and are at present 
the subject of detailed official inves- 
_ tigations. Australia’s action is, of 
course, a matter for its own Govern- 
ment, but these facts do at least 
imply that the subject deserves ser- 
ious thought in this country. 


The superiority of the decimal sys- 
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tem over all others is due to its sim- 
plicity which in turn is derived from 
the fact that the units of currency 
are counted by numbers which fol- 
low completely the number system 
based on the factor 10. Hence money 
computations of all kinds are sim- 
plified, whether they are made men- 
tally, in writing, or by machines. 


The practical advantages which a 
decimal currency system (once estab- 
lished) would provide, as against the 
present system of pounds, shillings 
and pence, are well enough known 
not to need detailed description here. 
The main benefits may be briefly 
summarised as follows:— 


The cost of many office machines 
would be reduced, as they would 
not need to be specially modified 
to handle shillings and pence. 


Many machines would become 
more versatile since they could be 
used equally well for handling 
whole numbers and amounts of 
money. In many cases, also, their 
capacities would be increased. 


Specialised machines designed to 
handle decimal numbers only, and 
new machines which have not yet 
been modified to record shillings 
and pence, could be used imme 
diately on accounting and mone 
tary applications in Australia. 

Most calculations _ involving 
money would be simplified. This 
would give rise to substantial eco 
nomies in time and effort, not only 
directly but also indirectly, 3 
errors, and the time spent search- 
ing for them, would decrease. 

International trading and bank- 
ing transactions would be simpli- 
fied. 

Elementary arithmetic would 
become less complex and _ there 
fore easier for school children © 
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